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SUBJ: GOC STREAMLINES ITS ECONOMIC TEAM 

1. SUMMARY: RESPONDING DRAMATICALLY TO ITS DETERIORATING 
ECONOMIC SITUATION, GOC LATE APRIL 1 1 ANNOUNCED THAT, AS 
FIRST STEP IN CABINET REORGANIZATION, FINANCE MINISTER 
JORGE CAUAS WOULD BECOME AN ECONOMIC "SUPER MINISTER" 

AND MINISTER OF ECONOMIC COORDINATION RAUL SAEZ WOULD 
BE GIVEN PLENIPOTENTIARY NEGOTIATING POWERS WITH RESPECT 
TO INTERNATIONAL ECONOMIC AND FINANCIAL AFFAIRS. NEW 
ECONOMIC PROGRAM DUE IN TEN DAYS. END SUMMARY. 

2. DECREE DATED APRIL 10, DETAILING FOREGOING CHANGES, 

STATES THEY ARE OUTGROWTH OF A NUMBER OF ECONOMIC DEVELOPMENTS, 
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Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 05 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


EFFECT OF DRASTIC FAFF IN COPPER PRICES ON CHIFEAN BAFANCE 
OF PAYMENTS AND GOVERNMENT INCOME, AND NEED TO INTENSIFY 
REDUCTION OF PUBFIC SECTOR EXPENDITURE AND TO MAKE OPTIMUM 
USE OF GOVERNMENT FUNDS, AND THE GENERAF NEED FOR GREATER 
CENTRAFIZATION AND COORDINATION IN THE TASK OF ECONOMIC 
RECONSTRUCTION. 

3. TO DEAF WITH FOREGOING REQUIREMENTS, CAUAS WAS GIVEN 
POWER TO ADMINISTER GOVERNMENT ECONOMIC ACTIVITY AT AFF 
FEVEFS AND TO PROPOSE THE NECESSARY REGUFATIONS AND 
INSTRUCTIONS, TO SUPERVISE IMPFEMENTATION, AND TO PENAFIZE 
THOSE RESPONSIBFE FOR OBSTRUCTION AND INEFFICIENCY. 

THE FOFFOWING MINISTRIES (WHICH ARE HEAVY SPENDERS OF 
PUBFIC FUNDS) WERE SPECIFICAFFY PUT UNDER CAUAS' 

CONTROF: FINANCE, ECONOMICS, AGRICUFTURE, MINING, PUBFIC 
WORKS, TRANSPORT, HOUSING AND URBANISM, PUBFIC HEAFTH, 

AND FABOR AND SOCIAF SECURITY. CAUAS' AUTHORITY IS AFSO 
EXTENDED TO THE GOVERNMENT'S PFANNING OFFICE (ODEPFAN) 

AND ITS DEVEFOPMENT CORPORATION (CORFO). EXPECT FOR 
INDIVIDUAFS OF MINISTERIAF RANK, CAUAS IS GIVEN AUTHORITY 
TO HIRE AND FIRE AFF OFFICIAFS IN AFF THE FOREGOING AGENCIES. 

4. SAEZ'S NEW FUNTIONS ARE AFSO DESCRIBED, THOUGH MORE BRIEFFY, 
IN THE APRIF 10 DECREE FAW. FIKE CAUAS, SAEZ IS GIVEN AUTHORITY 
TO ISSUE DIRECTIVES TO THE AGENCIES UNDER THE FORMER'S CONTROF 
AS WEFF AS PFENIPOTENTIARY POWERS IN INTERNATIONAF ECONOMIC RE- 
FATIONS. DECREE AFSO INDICATES SAEZ WIFI. GIVE HIGH-FEVEF 
ADVICE TO PRESIDENT PINOCHET IN ECONOMIC AND SOCIAF FIEFDS. 

5. CAUAS IS FURTHER DIRECTED TO PRESENT TO THE JUNTA, WITHIN 
TEN DAYS, AN ECONOMIC RECOVERY PROGRAM. PRESIDENT HAS SET 
STAGE FOR FAIRFY DRASTIC RESTRICTION ON GOVERNMENT 
DEFICIT SPENDING BY REFERRING IN RECENT SPEECHES TO 
COUNTRY'S ECONOMIC CRISIS IN TERMS OF AN EMERGENCY. 

6. COMMENT: AFF THESE MOVES ARE OUTGROWTH OF GOC 
REAFIZATION THAT COUNTRY'S ECONOMIC SITUATION HAS BEEN 
DETERIORATING SHARPFY IN RECENT WEEKS, AND THAT CON- 
TINUATION OF PRESENT TRENDS IS BOUND TO PRODUCE VERY 
SERIOUS ECONOMIC AND POFITICAF EFFECTS UNFESS SOME NEW 
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EFEMENTS CAN BE INJECTED INTO PICTURE. NUB OF PROBFEM 
IS SEEN AS NEED SUBSTANTIAFFY TO REDUCE MASSIVE GOVERNMENT 
DEFICIT SPENDING AND CONSEQUENT HEADFONG INFFATION. WE 
BEFIEVF. ANY MIX OF MEASURE WHICH DOES SO WIFE ENTAIL MORE 
AUSTERITY AND UNEMPLOYMENT. JUNTA IS THRUS FACING REAL 
POLITICAL DIFFICULTIES, WHATEVER PATH IT FOLLOWS. CAUAS- 
SAF.Z, ECONOMIC TEAM HAS APPARENTLY CONVINCED JUNTA THAT 
IN LONG RUN RIGOROUS AUSTERITY WILL INVLOVE THE LEAST 
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HARDSHIP AND THUS THE LOWEST POLITICAL COST. BUT CAUAS 
WILL BE UNDER CONSTANT PRESSURE TO RELAX HARSH MEASURES HE 
INTENDS TO DECREE. IF HE FAILS TO HOLD THE LINE AND TO 
RETAIN PINOCHET'S CONFIDENCE, THE ENTIRE "SOCIAL MARKET 
ECONOMY" CONCEPT IS LIKELY TO DISSAPPEAR. 

POPPER 
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